AUDITOR'S REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THULAMLEA MUNICIPALITY 


REPORT ON THE HNANCIAL STATEMENTS 

Introduction 

1 . i have audited the accompanying financial statements of the Thuiamela Municipality, which 
comprise the statement of financial position as at 30 June 201 0, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages xx to xx 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA).This 
responsibility includes; designing, implementing and maintaining internal control relevant to 
the preparation and fair presentation of financial statements that are free from materia! 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 1 996) 
and, section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004), my 
responsibility is to express an opinion on these financial statements based on my audit 

4. I conducted my audit in accordance with International Standards on Auditing and Genera! 
Notice 1570of2009issue6\n Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement 

5. An audit involves performing procedures to obtain audit ewdence about the amounts and 
disclosures In the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers Internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of 



accounting poiicies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 

Basis for qualified opinion 

Property, plant and equipment 

7. Duplicate immovable assets to the amount of R2.6 million were identified in the accounting 
records of the municipaiity. Consequently, the l^d and buildings valued at R351 million in 
the financial statements Is overstated by R2,6 million. 

Revenue 

8. There was no system of control over water revenue on which i could rely for the purpose of 
my audit, and there were no satisfactory procedures that I could perform to obtain 
reasonable assurance that all water revenue was properly recorded. Consequently, I was 
unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness of water revenue recognised at R26,6 million. 

Value Added Tax (VAT) 

9. The VAT receivable balance of R28,6 million in the financial statements includes VAT 
output transactions relating to bad debts written off. The municipaiity did not reverse the 
VAT portion relating to the debts that were vtfritten off. The municipality's records did not 
allow me to quantify the value of these transactions. As a result of this the VAT receivable 
balance of R28,6 million is misstated by an unquantifiable amount. 

Receivables 

10. The municipality provides an annual subsidy to indigent debtors. At year end, bad debts 
amounting to R3,6 million on these accounts were written-off inclusive of the rebate. With 
reference to paragraph nine above, the bad debts written off and the rebates are misstated 
by this amount. 

11. The municipality has an agreement with a service provider to collect outstanding debts on 
its behalf. In terms of the agreement all payments recovered by the service provider should 
be deposited into a separate trust account The municipality has no controls in place to 
reconcile the amounts collected by the service provider with the amounts that was paid 
over to the municipality. I was unable to determine whether all amounts collected by the 
service provider has been paid over to the municipality and consequently 1 was unable to 
determine the impact of this matter on the valuation and completeness of accounts 
receivable balances amounting to R36 million at year end. 



Qualified Opinion 

12. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Tnulamela Municipality for the year ended 30 June 201 0 financial 
performance and its cash flows for the year then ended are prepared, in all material 
respects, in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the MFMA. 

Emphasis of matter 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

13. As disclosed in note 38 to the financial statements, the corresponding figures for 30 June 
2009 have been restated as a result of an error discovered during 2010 in the financial 
statements of the municipality at, and for the year ended, 30 June 2009. 

Unauthorised expenditure 

14. As disclosed in note 34.1 to the financial statements, the municipality incurred unauthorised 
expenditure amounting R30,5 million due to the buying of bulk portable water from Vhembe 
District Municipality, which is in contravention of section 84(1) of the Municipal Structures 
Act of South Africa, No. 117 of 1998. 

Irregular expenditure 

15. As disclosed in note 34.2 to the financial statements, the municipality incurred irregular 
expenditure amounting R241 309 due to the appointment of legal services without following 
the stipulations of the supply chain management policy. 

Additional matters 

Without qualifying my audit opinion, I draw attention to the following matters that relate to my 

responsibilities in the audit of the financial statements: 

Unaudited supplementary schedules 

1 6. The supplementary Information set out on pages X to X does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

17. As required by the PAA and in terms of GenemI Notice 1570 of 2009 issued in Government 
Gazette 327SB of 27 November 2009 , 1 include below my findings on the report on 
predetermined objectives, compliance vwth thefollovwng key laws and regulations and 



financial management (internal control). 


Predetermined objectives 

Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

1 8. The municipality did not prepare the annual performance report in terms of section 46 of the 
Municipal Systems Act of Soufii Africa, No 32 of 2000 (MSA), and section 121 (3)(c) of the 
MFMA. 

Existence and functioning of a performance audit committee 

1 9. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
regulation 14(2) of the Municipal Planning and Performance Management Regulations, 
2001. 

internal auditing of performance measurements 

20. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes, as 
required in terms of section 45 of the MSA. 

Compliance with laws and regulations 

MFMA 

Expenditure was incurred otherwise than in accordance with sections 15 and 11(3) of the 

MFMA resufting in unauthorised expenditure 

21 . Contrary to section 1 of the MFMA, the municipality incurred unauthorised and irregular 
expenditure. 

Expenditure was incurred in contravention of or not in accordance with applicable 

legislation resulting in irregular expenditure 

22. Contrary to section 1 of the MFMA expenditure was not incurred in accordance with the 
requirements of the supply chain management policy of the municipality 

The financial statements were not prepared in accordance with applicable legislation 

23. Contrary to section 122(1) of the MFMA the municipality did not prepare financial statements 
that fairly present its state of affairs as material misstatements were corrected during the 
audit. 

The accounting officer did not adhere to his statutory responsibilities 

24. Contrary to section 71 of the MFMA, file accounting officer did not submit signed returns on 
their conditional grant spending. 



Expenditure was not paid within the parameters set by the appiicable legislation 

25. Contrary to the requirements set out in section 65 (2) (e) of ^e MFMA, the accounting officer 
did not ensure that payments to suppliers are made within 30 days of receipt of the invoice. 

Supply chain management legislative requirements were not implemented or not 
adhered to 

26. Contrary to section 46 (1) of the MFMA, the bid committee members did not declare their 
interest 

Municipal Structures Act 
Functions of the district municipality 

27. Contrary to section 84(1) of the Municipal Structures Act, the municipality purchased bulk 
portable water from the district municipalities to sell to the community which is a function of 
the district municipality, unless ministerial approval has been obtained. 

MSA 

28. Contrary to section 21 B of the act, the municipality did not regularly update its official 
website. 

INTERNAL CONTROL 

29. 1 considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the MFMA, Municipal Structures 
Act and MSA, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. 

30. The matters reported below are limited to the significant deficiencies regarding the basis for 
the findings on the report on predetermined objectives and the findings on compliance with 
laws and regulations. 

6 Leadership 

Oversight responsibility 

The accounting officer does not regularly monitor compliance by management with laws, 
regulations and internally designed policies and procedures. As a result, significant non- 
compliance issues were noted. In addition, senior management is not appraised on their 
effectiveness in implementing and maintaining internal controls in their divisions to 
ensure compliance. 

o Financial and performance management 

Quality, reliable monthly financial statements and management information 
The financial statements and other information to be Included In the annual report are 
not reviewed for completeness and accuracy prior to submission for audit by the chief 
financial officer. 



Adequate systems 

Adequate systems, manual or automated controls are not designed or implemented to 
ensure that the transactions have occurred, are authorised, and are completely and 
accurately processed pertaining to the accounting system, 
o Governance 

Adequacy and implementation of internal controls 

interna! controls are not selected and developed to prevent / detect and correct material 
misstatements in financial reporting and reporting on predetermined objectives. 




Polokwane 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing lo build public confidence 



